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ABSTRACT 
 
Previous research found that organization which have a more innovative 
behavior are likely to initiate an organizational change that could affect 
organizational performance. In this study, entrepreneurial orientation is 
considered as the spark that stimulates the innovation activities in SMEs. The 
aim of this study is to investigate the relationship between  entrepreneurial 
orientation and organizational innovation in Malaysian SMEs. Therefore, this 
article discusses the concept of organizational innovation, entrepreneurial 
orientation and end with the findings of the relationship between 
entrepreneurial orientation and organizational innovation. Data was collected 
from SMEs in manufacturing sectors. A total of 321 self-administered 
questionnaires were analyzed using Smart PLS 2.0. The results reveal a 
positive relationship between entrepreneurial orientation and organizational 
innovation. Hence, this study is useful for future researchers, entrepreneurs 
and policy makers in realizing the importance of entrepreneurial orientation in 
promoting organizational innovation. 
 
Keywords: Organizational Innovation, Entrepreneurial Orientation, Small and 
Medium Enterprises (SMEs) 
 
1. INTRODUCTION  
Small-and medium-sized enterprises (SMEs) have been identified as one of the growth 
engines of various countries in the world since they make up over 90 percent of all 
enterprises. This demonstrates that nations all over the world recognized SMEs as a key 
business sector. In Malaysia, SMEs are considered as the backbone of industrial 
development (NSDC, 2009) and give meaningful contributions to the national economy as 
well. Therefore, SMEs are envisaged to become vital economic agents that contribute to job 
opportunities and increase income in line with Malaysia's aspiration to create a knowledge-
intensive and innovative SMEs that produce synergistic linkages in the economy (Hamid, 
2010; National Productivity Corporation (NPC), 2008; NSDC, 2009). 
 
Granted the importance of SMEs in the country, SMEs need to increase their ability of 
technology, their competitiveness, and their innovation potential in order to promote their 
effectiveness and contribution to the economic organization. Accordingly, in SMEs, 
innovative capabilities are seen as crucial in attaining a dynamic, competitive advantage so 
that they can last in the rapidly fluctuating economic environment today (Romijn & 
www.ajbms.org   Asian Journal of Business and Management Sciences 
ISSN: 2047-2528                                     Vol. 4 No. 05[18-30]  
 
©Society for Business Research Promotion   | 19 
Albaladejo, 2002). Through this innovative capability, SMEs can choose, expand, operate, 
maintain, adjust, improve, as well as develop new technologies and products. Thus, 
organizational innovation (OI) is a prerequisite for Malaysian SMEs to be successful and 
survival (C. Lee & Ging, 2007). Indeed, a critical factor in the success and survival of SMEs 
is the extent to which the innovations performed in the organization. Therefore, in this 
study, the researchers placed the entrepreneurial orientation (EO) as the most utilized 
innovation antecedents that can provide positive impact to the success and survival of 
organizations (e.g. Avlonitis & Salavou, 2007; Hult, Hurley, & Knight, 2004; Lin, Peng, & 
Kao, 2008; Nasution, Mavondo, Matanda, & Ndubisi, 2011; Rhee, Park, & Lee, 2010; 
Salavou & Lioukas, 2003). Furthermore, some studies also stressed that the EO (Lin et al., 
2008; Nasution et al., 2011; Salavou & Lioukas, 2003) had been a key factor for successful 
innovation yet not much empirical support for it. Therefore, the purpose of this study is to 
examine the relationship between EO and OI. 
 
2. A BRIEF REVIEW OF LITERATURE  
2.1  Organization Innovation (OI) 
Research on organizational innovation (OI) has been so popular in the past few years, and it 
remains to be prolonged in the academic field (Damanpour & Gopalakrishnan, 1998). In a 
general sense, OI means "adopt a new idea or behavior by an organization" (Daft, 1978, 
p.197). It refers to the process that generate, develop and implement new ideas or behavior, 
to the organization during the period of adoption (Damanpour, 1991; Damanpour & Evan, 
1984; Damanpour & Gopalakrishnan, 1998). This definition includes a wide range of 
innovation in every aspect of the organization, such as devices, systems, processes, policies, 
procedures, programs, products or services that are widely available. Thus, innovation 
covers fresh ideas or implementation or development of behavior, which includes products 
or services, new technologies in the manufacturing process, the new administration system 
or structure, or a new plan or program to link the members of the organization 
(Damanpour, 1991). Exactly, it is the operation of transforming the organization, either in 
the internal or external environment, with the intention to bestow to the more respectable 
functioning of the organization (Damanpour, 1991). 
 
The organizations which actively adopt the innovations (specifically to be a step forward 
from competitors), whether in new product or services, a new production of technology, a 
new structure or administrative system or a new plan or program, most promise positive 
implications for its performance (Damanpour & Gopalakrishnan, 2001; Damanpour & 
Schneider, 2006). As stated by Damanpour and Schneider (2006), organizations should 
innovate to be effective, and even to be more successful and keep surviving. Thus, in 
relation of investigating the OI impacts in the organization, several innovation types or 
dimensions and their determinants have been evaluated. Initially, previous literatures 
denoted that organizational innovation can be categorized into two different types, which are 
technical or technological innovation and managerial or administrative innovation (e.g., 
Daft, 1978; Damanpour & Evan, 1984; Damanpour, Szabat, & Evan, 1989; Kimberly & 
Evanisko, 1981). However, recent studies have classified the three components of 
organizational innovation, namely product innovation, process innovation and managerial 
innovation (Che-Ha & Mohd-Said, 2008, 2012; Jimenez-Jimenez & Sanz-Valle, 2008; 
Nasution et al., 2011; Tan & Nasurdin, 2010). 
 
Hence, from the previous literature, OI can be considered consists of many types of 
innovation and most organizations adopting these innovations concurrently to reach their 
goal. Accordingly, in line with Damanpour (1991), Che-Ha and Mohd-Said (2012), in this 
study, OI is conceptualized as the extent to which the owners/managers of SMEs perceive 
the process of accepting, adopting and implementing new ideas in the organization which is 
described by product, process and managerial innovations. The following discussions briefly 
clarify the three types of OI: product, process and managerial innovation.  
 
2.2  Entrepreneurial Orientation (EO) 
Upon participating in a business field, both new and existing ventures or firms required the 
entrepreneur to pursue business growth, technological enhancement, and wealth creation, 
which determines the success and survival of a firm (Lumpkin & Dess, 1996). 
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Entrepreneurship scholars construct enormous factors in attaining those positive impacts. 
Previous reviews in entrepreneurship showed that EO is a main ingredient in achieving firm 
success (Lumpkin & Dess, 1996; Wang, 2008). According to Helm, Mauroner, and Dowling 
(2010), EO is critical supported foundation for an entrepreneur to play roles in 
entrepreneurship, such as an idea creator, internal entrepreneur, project head, 
technological porter, and project promoters. They also argue that EO reflects the basic 
orientation of the entrepreneur and the new side business, respectively. Covin and Slevin 
(1988, p. 218), emphasize EO as the innovativenescs, proactiveness and risk-taking of a 
firm, whereby it demonstrates the “extent to which top managers are inclined to take the 
business-related risks, in favoring changes and being innovative, in order to obtain a 
competitive advantage for their firm, and compete aggressively with other potential 
competitors."  
 
The idea of proposing EO is based on the strategic management theories and literature, 
which accented on the strategic choice perspective, and focused on the new entry 
development (Certo, Moss, & Short, 2009; Child, 1972; Dess & Lumpkin, 2005; Lumpkin & 
Dess, 1996). Therefore, EO highlights the aims and activities of an entrepreneur in training 
for the new entry creation. The current studies by Rauch, Wiklund, Lumpkin, and Frese 
(2009) considered the EO as a firm-level process of strategy-making that is used to perform 
their goals, vision, and build competitive advantages. Building upon the prior studies by 
Mintzberg (1973), Khandwalla (1977) and Miller and Frisen (1982), the original 
conceptualization of EO dimensions was derived from Miller (1983, p. 771), who suggested 
three dimensions of EO, namely; innovation, proactiveness and risk-taking. It is due to his 
description that an entrepreneurial firm “engages in product market innovation, undertakes 
somewhat risky ventures, and it is first to come out with proactive innovations, beating 
competitors to the punch…” He emphasized that the dimensions were complementary to 
each other, and represent a primary uni-dimensional construct.  
 
Furthermore, this is consistent with most of the recent studies who agreed that EO should 
only embrace proactiveness, innovativeness and risk-taking dimensions (e.g., Davis, Bell, 
Payne, & Kreiser, 2010; Hansen, Deitz, Tokman, Marino, & Weaver, 2011; Kreiser & Davis, 
2010; Perez-Luno, Wiklund, & Cabrera, 2011; Rauch et al., 2009; Rhee et al., 2010; Tang, 
Kreiser, Marino, Dickson, & Weaver, 2009). Consequently, following previous scholars, this 
study conceptualizes EO as the extent to which owners/managers of SMEs tend to favor 
change and innovation with the aim of achieving a firm competitive advantage (the 
innovativeness dimension), to engage in business-related risks (the risk-taking dimension), 
and to compete with other firms aggressively (the proactiveness dimension), which can lead 
to new entry creation. Following, further explanations of the relationship between EO and 
OI are discussed in the next subsection. 
 
2.3  Relationship between EO and OI  
Lee and Hsieh (2010) highlight EO as the spark that fires up the innovative activities in an  
organization. The entrepreneurial style can be a significant innovations antecedent, 
especially in SMEs, whereby the managers or top managements play a part in influencing 
the innovativeness acts in a firm (Avlonitis & Salavou, 2007; Salavou & Lioukas, 2003). 
Findings of previous studies emphasized that EO is directly related to innovative culture 
and activities. Owners/managers of SMEs that practice an EO generally possess the 
capacity to introduce innovation in the process, product or idea in their organization (eg. 
Avlonitis & Salavou, 2007; Rhee et al., 2010; Salavou & Lioukas, 2003). Salavou and 
Lioukas (2003) also found that EO in SMEs is more prominent than the marketing 
orientation and technology policy to encourage aggressive behaviors toward the innovations. 
Thus, building the vigorous of EO might be an accelerator to the organizational innovation 
and a productive paradigm for a new line or market emergence. 
 
Specifically, innovativeness in the EO domains captures the innovativeness of the 
owners/managers in which they attempt to support new ideas, creativity processes, 
experimentation, novelty, technological leadership in running their business. As described 
by Verhees and Meulenberg (2004), innovative managers or top management would prefer 
working differently from existing practices. Due to the constraints of resources and 
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capabilities within SMEs, owners/managers should display higher commitment in 
supporting new development of products, processes and new ways of working (Laforet & 
Tann, 2006).  
 
According to Salavou and Lioukas (2003), proactiveness requires the managers or top 
management to be more proactive and capable of carrying out actions towards the 
opportunities and new development and production before the competitor. The top 
management is responsible to initiate changes in an organization from being proactive in 
seeking new opportunities and innovations (Hult et al., 2004). Salavou and Lioukas (2003) 
found the great capabilities of proactiveness behavior in performing innovations. They 
highlight proactiveness as essential, particularly in SMEs to be innovative, whereby the 
larger amount of proactiveness in need to prepare a greater of product innovativeness.   
 
Referring to risk taking, the managers and top management need to be courageous in 
taking risks to take on actions that cause either high or low impact to the organizations. 
Thus, to succeed, organizations should be risk-taking takers in allocating more resources 
(Wiklund & Shepherd, 2005) to innovate (Avlonitis & Salavou, 2007) or commercialization 
their innovations (Kaufmann & Tödtling, 2002). In addition, Salavou and Lioukas (2003) 
establish that the higher the capability of risk taking the higher the intention to launch 
more products radical innovations. Therefore, they highlight the importance of risk taking 
in organizational for a driving force to innovative behavior.  
 
As a result, the innovativeness, proactiveness and risk-taking postures of the top managers 
appear to be major interests in order to develop the capacity for innovation in organizations. 
Consequently, the above discussion leads to the hypothesis as follows: 
 
H1: Entrepreneurial orientation will have a positive relationship with organizational 
innovation 
 
3. METHODOLOGY 
3.1  Population and Sample size 
This study focused on SMEs in manufacturing sectors, which referred to firms in 
manufacturing, manufacturing-related services and agro-based industries with full-time 
employees between 5 and not exceeding 150 in West Peninsular of Malaysia (Kedah, 
Penang, Selangor, Wilayah Persekutuan and Johor). The list of companies is based on the 
SME Corp. directory (SME Corp. Malaysia, 2012).  
 
The manufacturing sector was selected because it contributed to the highest growth of 7.6% 
to SME GDP growth in 2011 in comparison to the agricultural and service sectors (each 
6.4%) (NSDC, 2012a) as well as much higher in average productivity than other sectors 
(NSDC, 2012b). Furthermore, SMEs in the manufacturing sector are more inclined towards 
innovation particularly in product innovation compared to those in other sectors. This is 
because the nature of their business and the market dynamics force them to search for new 
market segments, improve their product quality, and introduce new products (Che-Ha & 
Mohd-Said, 2012).  
 
Only 332 firms turned up as a sample and 321 questionnaires were used and analyzed. 
Respondents of this study were the owners/managers who were the top management of a 
firm. They were considered the representatives of the company and had the most extensive 
knowledge of the issues under investigation. 
3.2  Instrument Development 
 
The researcher has identified the measurement of the EO that reflects the perception of 
owners/managers of SMEs in making strategic decisions and overseeing the management 
philosophy. Specifically, the scale accounted for the three dimensions of innovativeness, 
proactiveness, and risk-taking. The scale comprised nine items that had been adapted from 
Covin and Slevin (1989) and widely accepted and utilized (e.g., Atuahene-Gima & Ko, 2001; 
Brown, Davidsson, & Wiklund, 2001; Covin, Green, & Slevin, 2006). The measurement of 
this scale used a seven-point Likert scale, ranging from 1 = "strongly disagree" to 7 = 
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"strongly agree."  Meanwhile, the items of organizational innovation were adapted from Che 
Ha and Mohd Said (2012), which consists of managerial innovation, product innovation and 
process innovation. These three dimensions were measured using a six-point Likert scale, 
ranging from 1 = "strongly disagree" to 6 = "strongly agree”. 
 
3.3 Data Analysis 
The data were analyzed using Smart PLS 2.0. There are two-staged processes involved: the 
assessment of the reliability and validity of the measurement model and the assessment of 
the structural model. The research model of this study is as Figure 1, which displays the 
loading for each item and beta values for this study. 
 
 
Figure 1. Research model of the study 
 
4. FINDINGS 
4.1  Descriptive statistics: Profile of Manufacturing SMEs 
The respondents’ firm profile is illustrated in Table 1. From the table, statistics reveals that 
the majority of the manufacturing SMEs that participated in this study has been operating 
for 16 to 20 years (43.6%), followed by 11 to 15 years (24%) and 5 to 10 years (18.7%), 
whereas manufacturing SMEs operating under 5 years and above 20 years accounted for 
5.9 percent and 7.8 percent respectively. The sample also indicates that from five locations 
selected, Penang and Selangor recorded the majority of SMEs manufacturing that 
participating in this study, which accounted for 22.7 percent and 21.8 percent, respectively. 
Federal Territory of Kuala Lumpur and Kedah represent the second largest location of SMEs 
manufacturing participation, which were 21.5 percent and 20.2 percent, respectively, while 
Johor stated the lowest participation (13.7%) of SMEs manufacturing. 
 
Moreover, the data imply that more than 65 % of responding firms comes from medium size 
firms which have 50 to 150 employees followed by small firms (30.8%)that have 5 to 49 
employees. In terms of ownership status, the results signify that the majority of them 
belongs to Bumiputera which were accounted for more than 70 percent. Meanwhile, only 
7.5 percent of firms join local-foreign company. In addition, food and beverages (F & B) 
sector appear to be the highest proportion responded to the survey (19.9%), while other 
sectors are the least (1.3%). Next to F & B sector is the sector of automotive, component 
parts, industrial and engineering products (14.6%), chemicals, plastic and rubber products 
(12.8%), electrical and electronic products (10.9%), packaging, labelling and printing (9%), 
building materials and related products (8.7%), as well as pharmaceutical, medical 
equipment, cosmetics, toiletries, stationery and household (8.4%). Furthermore, sector, 
such as furniture and wood related products, iron and steel products, textiles and wearing 
apparel share similar percentage of total responses (4.7%).  
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Table 1 
Profile of Respondents’ Firms 
Demographic  
Variables Category Frequency Percentage 
Organizational          
Tenure 
Less than 5 years 19 5.9 
5-10 years 60 18.7 
11-15 years 77 24.0 
16-20 years 140 43.6 
More than 20 years 25 7.8 
Location 
Johor 44 13.7 
Kedah 65 20.2 
Pulau Pinang 73 22.7 
Selangor 70 21.8 
FT KL 69 21.5 
Number of 
employees 
Less than 5 employees 1 0.3 
  5-49 employees 99 30.8 
  50-150 employees 220 68.5 
  More than 150 employees 1 0.3 
Ownership Status 
Local company: 295 91.9 
      Bumiputera 239 74.5 
      Non-Bumiputera 50 15.6 
Joint local-foreign company 24 7.5 
Type of Industry 
Automotive, Component Parts, 
Industrial & Engineering Products 
47 14.6 
Building Materials & Related Products 28 8.7 
Chemicals, Plastic and Rubber Products 41 12.8 
Electrical & Electronic Products 35 10.9 
Food and Beverages  64 19.9 
Furniture & Wood Related Products 15 4.7 
Iron & Steel Products 15 4.7 
Packaging, Labelling & Printing 29 9 
Pharmaceutical, Medical Equipment, 
Cosmetics, Toiletries, Stationary & 
Household 
27 8.4 
Textiles & Wearing Apparel 15 4.7 
Others 4 1.3 
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4.2  Assessment of the measurement model 
Confirmatory Factor Analysis (CFA) was done to assess convergent validity and 
discriminant validity of the instruments.  
 
To assess the convergent validity, factor loadings, composite reliability (CR) and the average 
variance extracted (AVE) were determined. Table 2 exhibits the convergent validity, which 
revealed all the item loadings exceeded the recommended value of 0.5 (Hair, Black, Babin, 
& Anderson, 2010). The loadings range from 0.602 to 0.936 indicates that more than half of 
the variance in the observed variable is explained by the constructs. Any loadings below 0.5 
were deleted, resulting in final AVE and CR above the cutoff value of 0.5 and 0.7 
respectively. 
The CR values describe the degree to which the construct items represent the latent, which 
were in the range of 0.867 and 0.939 that exceeded the recommended value of 0.7 (Hair et 
al., 2010). In addition, the AVE measures “the degree to which a latent construct explains 
the variance of its items” (Hair, Hult, Ringle, & Sarstedt, 2014, p. 114), which is greater 
than 0.5. The AVE values of EO and OI contructs are greater than the acceptable threshold 
of 0.5 which was in the range of 0.645 and 0.837. From Table 2, the results prove that all 
the two construct, EO and OI are valid measures of their respective constructs based on 
their parameter estimates and statistical significance (Chow & Chan, 2008). 
 
Discriminant validity measures “the extent to which a construct is truly distinct from other 
construct, in terms of how much it correlates with other constructs, as well as how much 
indicators represent only a single construct”(Hair, Hult et al., 2014). To assess the 
discriminant validity, the square root of the AVE is calculated which should be greater than 
each of the construct correlations (Hair, Hult et al., 2014). Table 3 and Table 4 shows that 
all the square root of the AVE exceeded the correlations with other variable. In sum, the 
measurement model displayed adequate discriminant validity.  
 
From all the findings, it can be reasoned that the measurement model was acceptable in 
view of the evidences of adequate reliability, convergent validity and discriminant validity. 
 
Table 2 
Results of Measurement Model 
FIRST ORDER 
CONSTRUCT 
SECOND ORDER 
CONSTRUCT 
SCALE 
ITEM 
ITEM LOADINGS AVE CR 
ITEM (S) 
DELETED 
DUE TO 
LOW 
LOADINGS 
Innovativeness 
 
Reflective  EINN1 0.877 0.837 0.939 none 
   
EINN2 0.936 
   
      EINN3 0.931 
 
    
Proactiveness 
 
Reflective  EPRO1 0.863 0.779 0.913 none 
   
EPRO2 0.925 
  
 
      EPRO3 0.857 
 
    
Risk Taking 
 
Reflective  ERT1 0.873 0.825 0.934 none 
 
 
 
ERT2 0.931 
   
      ERT3 0.919       
 
Entrepreneurial 
Orientation 
(EO) 
Reflective  Innovativeness 0.858 0.686 0.867 none 
   
Proactiveness 0.912 
   
      Risk Taking 0.701       
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Table 2 (continued) 
FIRST 
ORDER 
CONSTRUCT 
SECOND 
ORDER 
CONSTRUCT 
SCALE 
ITEM 
ITEM LOADINGS AVE CR 
ITEM (S) 
DELETED 
DUE TO 
LOW 
LOADINGS 
Process 
Innovation  
Reflective  OICI1 0.885 0.645 0.884 
OIC2, OIC5, 
OC6 
   
OICI3 0.888 
   
      OICI4 0.602       
Product 
Innovation 
 Reflective OIDI1 0.886 0.658 0.884 none 
   
OIDI2 0.772 
   
   
OIDI3 0.720 
   
      OIDI4 0.855       
Managerial 
Innovation 
 Reflective OIMI2 0.838 0.740 0.895 OIM1, OIM5 
   OIMI3 0.862    
   OIMI4 0.880    
 
Organizational 
Innovation 
Reflective 
Process 
Innovation 
0.870 0.801 0.924 
OIC2, OIC5, 
OIC6,                  
   
Product 
Innovation 
0.919 
  
OIM1, OIM5 
      
Managerial 
Innovation 
0.896       
Note: AVE = (summation of the square of the factor loadings)/ {(summation of the square of 
the factor loadings) + (summation of the error variances)}; CR = (square of the summation of 
the factor loadings)/ {(summation of the square of the factor loadings) + (summation of the 
square of the error variances)} 
 
Table 3 
Fornell-Larcker Criterion Analysis for Checking Discriminant Validity of first-order 
constructs 
  EOINN EOPRO EORT OIC OID OIM 
EOINN 0.915           
EOPRO 0.698 0.883         
EORT 0.341 0.533 0.908       
OIC 0.703 0.590 0.190 0.803     
OID 0.777 0.636 0.437 0.702 0.811   
OIM 0.806 0.665 0.211 0.696 0.718 0.860 
Diagonals (in bold) represent the square root of AVE while the other entries represent 
the correlation. 
 
Table 4 
Fornell-Larcker Criterion Analysis for Checking Discriminant validity of second-order constructs  
  EO OI 
EO 0.828   
OI 0.792 0.895 
Diagonals (in bold) represent the square root of AVE while the other entries represent 
the correlation. 
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4.3  The Establishment of the Second-Order Constructs 
As proposed by Hair et al. (2014), one of the key reasons for this study to establish second 
order construct is to minimize the number of relationships in the model structure. 
Accordingly, this modeling approach becomes more theoretical parsimony, reduces the 
complexity of the model so that it is easier to understand as well as to avoid 
multicollinearity due to multidimensional model structures  (Hair, Sarstedt, Hopkins, & 
Kuppelwieser, 2014; Ringle, Sarstedt, & Straub, 2012). In this study, entrepreneurial 
orientation and organizational innovation are conceptualized as a second-order construct 
with reflective indicators.  
 
Prior to testing the structural model, as viewed by previous researches (Hakala & 
Kohtamaki, 2011; Li, Huang, & Tsai, 2009; Moreno & Casillas, 2008; Stam & Elfring, 2006, 
2008), EO is conceptualized as a second-order constructs which consists of three of first-
order constructs. Table 2 illustrates that all first-order constructs for EO namely 
innovativeness, proactiveness and risk taking with reflective indicators were modeled to the 
second-order constructs with the three of first-order constructs as reflective indicators. This 
model refers to the reflective-reflective type 1 (Becker, Klein, & Wetzels, 2012). These three 
first-order constructs were explained well by the second-order of EO as indicated by R 
square that were 0.737, 0.831 and 0.491 (see Table 5) respectively. All the path coefficients 
from EO to its dimensions are significant at P < 0.01 (see Table 5). Moreover, as shown in 
Table 3, the high correlations between all three dimensions of EO in the first-order 
construct denote the existence of a second-order construct (Byrne, 2001, 2013). 
Accordingly, all three dimensions of EO were measured to a second-order construct 
procedure (Wetzels, Odekerken-Schroder, & van Oppen, 2009). 
 
Furthermore, following Alegre and Chiva (2008), Wang and Ahmed (2004) Jimenez-Jimenez 
and Sanz-Valle (2008) and Jimenez-Jimenez, Sanz-Valle, and Hernandez-Espallardo (2008) 
OI is also conceptualized as a second-order reflective construct with three first-order 
reflective construct which were process innovation, product innovation and managerial 
innovation. Table 2 illustrates that all first-order constructs for OI with reflective indicators 
were modeled to the second-order constructs with the three of first-order constructs as 
reflective indicators. This model refers to the reflective-reflective type 1 (Becker et al., 2012). 
These three first-order constructs were explained well by the second-order of OI as 
indicated by R square that were 0.758, 0.844 and 0.803 (see Table 5) respectively. All the 
path coefficients from EO to its dimensions are significant at P < 0.01 (see Table 5). Besides, 
Table 3 demonstrated that correlations between all three dimensions of OI are high in the 
first-order constructs and thus, in turn to indicate the presence of a second-order construct 
(Byrne, 2001, 2013). Accordingly, all three dimensions of OI were measured to a second-
order construct procedure (Wetzels et al., 2009). The validity of EO and OI as a second-
order construct is indicated in Table 2. The table indicates the AVE and CR of EO are 0.686 
and 0.867 and OI are 0.801 and 0.924 respectively, which are well above the cutoff values. 
 
Table 5 
Second-order of EO and OI construct and its relationship with first-order constructs. 
 
Second Order Construct 
First Order 
Construct R Square Beta T-value 
Entrepreneurial 
Orientation(EO) Innovativeness 0.737 0.858 P<0.01 
 Proactiveness 0.831 0.912 P<0.01 
 Risk Taking 0.491 0.701 P<0.01 
Organizational Innovation (OI) Process Innovation 0.758 0.870 P<0.01 
 Product Innovation 0.844 0.919 P<0.01 
 Managerial 
Innovation 0.803 0.896 P<0.01 
 
4.4 Hypothesis Testing 
Figure 2 shows the results of the path analysis and the t- values for this study were 
exposed. Table 4 explains the result of the hypothesis testing. H1 is the hypothesis for 
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examining the relationship between entrepreneurial orientation and organizational 
innovation. The result from the output of the algorithm and bootstrapping PLS-SEM 
confirmed that entrepreneurial orientation has a positive significant relationship with 
organizational innovation (β= 0.792, t = 44.694, p< 0.01), as shown in Table 4. Therefore, 
the hypothesis is supported. 
 
Figure 2. Results of the path analysis 
 
 
Table 4 
Path Coefficients and Hypotheses Testing 
Hypothesis Relationship Beta SE t-value Decision 
H1 EO -> OI 0.792 0.019 44.694** Supported 
Note: *P<0.05 (1.645), **P<0.01 (2.33) 
  
5. CONCLUSION AND DISCUSSION 
The aim of this study is to investigate the relationship between entrepreneurial orientation 
and organizational innovation. The findings of this study show that entrepreneurial 
orientation as a determinant of organizational innovation. The finding is consistent with the 
aforementioned study (eg. Avlonitis & Salavou, 2007; Hult et al., 2004; Renko, Carsrud, & 
Brännback, 2009; Rhee et al., 2010; Salavou & Lioukas, 2003) that owners/managers of 
SMEs that practice an EO generally possess the capacity to introduce innovation in the 
process, product or idea in their organization. Evidently, this study contributes to the 
agreement of the correlation between EO and organizational innovation in Malaysian SMEs. 
As predicted, EO could promote innovation. As a consequence, the innovativeness, 
proactiveness and risk-taking postures in entrepreneurial orientation of the top managers 
seem to be major interests in society to acquire the capacity for innovation in organizations.  
 
Therefore, this study also hopes to give towards the theoretical consistency of knowledge 
through the investigation of the relationship between EO and OI in SMEs. This work is also 
useful for future researchers, entrepreneurs and policy makers in realizing the importance 
of EO in promoting organizational innovation. Specifically, this study highlighted the 
importance of issues related to EO, as well as verified that the EO performs a crucial role in 
establishing a significant competitive advantage for the SMEs, and subsequently ensure a 
better organizational performance. 
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